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Bank credit and monetary expansion,
which was interrupted in 1948 and the first
half of 1949, was resumed in the 12 months
ending June 1950. It is estimated that pri-
vately held deposits and currency amounted
to about 170 billion dollars on June 30, a
new peak for that date and about 4.5 bil-
lion dollars more than a year earlier. This
total was close to the previous all-time peak
in December 1947. Bank credit and mone-
tary expansion in recent months has resulted
primarily from a mounting volume of real
estate and consumer loans, together with
sustained bank investment in State and local
government securities.
Expansion of bank credit over the past 12
months has been a contributing factor to,
as well as a result of, accelerating business
recovery. Banks have participated widely
in financing the construction and owner-
ship of homes, the recent expansion of busi-
ness inventories, and consumer purchases of
durable goods, thus supporting both the mar-
ket supply and market demand for these
goods. Over-all bank lending to business
has fluctuated in accordance with seasonal
patterns. The decline in business lending in
the early months of 1950, however, was much
less than might be expected on seasonal
grounds, and this fact together with the pick-
up in recent weeks indicates a strong de-
mand for this type of credit. In the stock
market increased activity over the past year
has been financed in part by expansion of
bank credit, chiefly through borrowing from
banks by brokers in order to finance growing
margin accounts and, to a lesser extent,
through loans by banks directly to customers
for purchasing securities.
Resumption of monetary expansion in
mid-1949 followed closely on a series of ac-
tions by the Federal Reserve System designed
to combat the recession in economic activity
by increasing the availability of credit and
creating easier conditions generally in the
money market. Subsequently, as it became
apparent that economic recovery was well
under way, the System modified its program
of fostering easier credit conditions. Accord-
ingly, in late 1949 and early 1950, strengthen-
ing demand for short-term credit was re-
flected in gradually rising market yields on
Treasury bills and certificates.
By early 1950 the large volume of loan-
able funds in the hands of nonbank in-
vestors had pressed down yields on long-
term securities to extremely low levels and
long-term credit in the security and mort-
gage loan markets had become available on
very easy terms. In view of these develop-
ments and the rate at which business activity
was expanding in key sectors, the Reserve
System responded to market demands for
long-term Government bonds by selling
from its portfolio. By absorbing part of the
supply of investment funds in this way, Sys-
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tern sales exerted a continuing pressure on
bank reserve positions and also contributed
to a modest firming in long-term yields.
GROWTH IN BANK CREDIT
Paralleling recovery in business activity
since the middle of 1949, a steady strengthen-
ing has taken place in the demand for bank
credit by borrowers other than the Federal
Government. Total loans to private bor-
rowers and bank purchases of State and local
government securities increased by about 5
l/2
billion dollars in the 12 months ending June
1950. Bank loans, which declined sharply
in the first half of 1949 as a result of a re-
duction in loans to business, resumed growth
in the ensuing 12 months. At the end of
June 1950 the total outstanding was almost 4
billion dollars above the level of the preceding
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All insured commercial banks in the United States. Com-
mercial loans include commercial and industrial loans, open
market commercial paper, and acceptances. Latest figures are
for Dec. 31, 1949.
For member banks in leading cities, figures on commercial
loans include commercial, industrial, and agricultural loans,
open market commercial paper, and acceptances. Latest
figures are for June 28, 1950. Loans to banks, not shown.
in commercial bank credit to private borrow-
ers resulted for the most part from loans to
consumers and real estate owners.
Real estate loans. After a period of re-
duced lending in the early part of 1949, mort-
gage loans on real estate have expanded at
a rapid rate. Funds available for mortgage
investment have been large and the return
to lenders on mortgage loans has been attrac-
tive relative to alternative investments. At
the same time loans have been available to
borrowers on very favorable terms. Recent
Federal housing legislation and changes in
regulations further liberalized terms on mort-
gages underwriter by the Veterans Admin-
istration and the Federal Housing Admin-
istration.
In the early months of 1949 mortgage
lending by commercial banks, as well as by
others, declined, following the sharp dfop in
residential building and real estate activity
in the winter of 1948-49. With the marked
revival of residential building in the spring
of 1949, mortgage lending rose, but by
the middle of the year bank mortgage port-
folios had increased by only 200 million dol-
lars, a much smaller amount than in any
similar period since the war. With the
continuation of the rise in building and
the improved economic outlook in the last
half of 1949 and increased availability of
funds, real estate loans outstanding at com-
mercial banks expanded by about 600 mil-
lion dollars, about the same amount as in the
last half of 1948. For the year as a whole,
however, real estate loans increased some-
what less at commercial banks than at either
savings and loan associations, life insurance
companies, or savings banks, and the propor-
tion of total real estate loans held by com-
mercial banks decreased. At the end of 1949
commercial banks held about 11 billion dol-
lars of nonfarm mortgage loans, or a little
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more than a fourth of the total outstanding
mortgage debt held by institutional lenders,
compared with 20 per cent at the end of 1948.
In contrast to a year ago, builders began
early in 1950 on large building programs.
In the first six months of the year the num-
ber of new housing units started was at the
highest level on record—more than 50 per
cent larger than in the same period of 1949.
The volume of new mortgage lending has
expanded beyond the high volume of the
closing months of 1949.
The current demand for mortgage credit
will probably continue throughout 1950, be-
cause of both the unprecedented number of
housing units already started and an indi-
cated strong demand for new and old houses.
The Board's Survey of Consumer Finances,
reported elsewhere in this BULLETIN, reveals
that more than one million families have
"definite" plans to buy new houses this year
and a substantial number of families plan
to enter the market for used houses. Family
incomes continue generally high, liquid assets
are still widely held, and new family forma-
tion is being maintained at a high rate. The
supply of mortgage funds is currently large
and terms to borrowers are generally the
most favorable in history.
Consumer loans. Increased bank lending
to consumers has been part of the general
expansion in consumer credit by all types of
lenders. Growth in such credit has acceler-
ated since the Board's relaxation of consumer
credit regulations in the spring of 1949 and
the expiration of the Board's authority to
regulate this form of credit in mid-1949.
Since June 1949 consumer credit extended
bv all lenders has increased by about 3 billion
dollars. Expansion of instalment credit, as is
shown in the chart, has been particularly
marked—the increase in the last half of 1949
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crease in the same period of 1948. In the past
several years a growing share of the increase
in total instalment credit has reflected financ-
ing of consumer purchases of automobiles.
Commercial banks have continued to par-
ticipate heavily in the extension of credit to
consumers. Since last June bank loans to
consumers have expanded about 1.5 billion
dollars, a growth of near-record amount.
Also, banks currently appear to be extending
about the same proportion of total instalment
credit as in the past several years. A large
part of the growth in bank loans to consum-
ers in the past year has represented bank
financing of automobile purchases but in
addition there has been increased lending for
purchases of other goods reflecting the strong
consumer demand for durables of all kinds,
To some extent banks also financed con-
sumers indirectly by making advances to, or
buying the paper of, sales finance companies
and retailers.
Business loans. One of the important fac-
tors in changes in the level of total bank
loans at commercial banks since the end of
the war has been business borrowing, which
constitutes the largest loan category. Where-
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as bank loans on real estate and loans to con-
sumers have moved upward steadily in this
period to record highs, the amount of busi-
ness borrowing outstanding has fluctuated,
especially since 1947, as shown in the chart
on page 772.
Business loans at commercial banks de-
clined by much more than the usual seasonal
amount in the first half of 1949. Although
business profits decreased sharply in this
period from the record levels reached in
the latter part of 1948, the volume of funds
available to business from current operations
was large and was supplemented by liquida-
tion of inventories and accounts receivable
and by further sales of new securities. With
reduced needs for financing through bank
credit at lower levels of activity, some of
the available funds were used to retire out-
standing bank debt.
Since mid-1949 business loans have recov-
ered part of the decline of the first half of
that year. A seasonal increase in these
loans began in August, somewhat later than
usual, but gained momentum in the last
four months of the year. Inventory liquida-
tion continued, although at a slower rate
than in the first half, but there was a sub-
stantial increase in customer financing and
a seasonal rise in plant and equipment ex-
penditures.
Demand for business loans has continued
strong in the first six months of 1950. As
business activity has accelerated in recent
months, businesses generally have made sub-
stantial seasonal additions to inventories and
customer receivables, a portion of which is
ordinarily financed by bank loans. They
have also maintained their plant and equip-
ment expenditures at levels only slightly
lower than last year. Borrowing by finance
companies for carrying expanding consumer
credit and by dealers in consumer durable
goods to finance inventory expansion has
been a special factor of strength in business
loan demands.
Agricultural loans. Short-term loans to
farmers by the commercial banks have
changed only moderately in the past 12
months, following a substantial increase in
earlier postwar years. In the last half of
1949 an expansion of 500 million dollars in
commodity loans guaranteed by the Com-
modity Credit Corporation was offset in part
by a reduction of 200 million in other loans
to farmers. According to present indications,
outstanding guaranteed loans declined more
than is usual in the first half of the current
year as a result of the rise in prices of farm
products, while other loans to farmers ex-
panded seasonally.
Loans on securities. Credit for purchas-
ing or carrying securities other than those
of the United States Government has in-
creased steadily during the past year, con-
tinuing a rise that began in the spring of
1949 shortly after the Board of Governors
reduced margin requirements on security
loans. Customer borrowing from brokers
in margin accounts has increased by over 70
per cent during the past year and now totals
about 1.2 billion dollars. Banks, however,
have supplied most of this additional credit
indirectly through loans to brokers or dealers
who have extended credit to their customers
in margin accounts.
The increase since mid-June 1949 in loans
at reporting banks for purchasing or carrying
securities other than United States Govern-
ment securities amounted to 785 million dol-
lars, or about 70 per cent. Most of this increase
was in the form of loans to brokers and
dealers. The total of bank loans on such se-
curities, however, both to brokers and dealers
and to others, is still less than 2 billion dol-
lars or about 7 per cent of total loan portfolios
774 FEDERAL RESERVE BULLETIN
Federal Reserve Bulletin: July 1950RESUMPTION OF BANK CREDIT AND MONETARY EXPANSION
of commercial banks. This amount is much
smaller than in previous periods of substan-
tial stock market activity. Bank loans for
purchasing or carrying United States Gov-
ernment securities have fluctuated widely in
response to short-term requirements but have
decreased somewhat in level since June 1949.
State and local government securities.
State and local governments in recent years
have been increasing their indebtedness sub-
stantially to carry out public works programs
and to pay bonuses to veterans of World
War II. A large part of this financing has
come from the commercial banks, which in-
creased their portfolios of State and local
government securities by about 1.5 billion
dollars during the past year. This form of
credit was one of the principal components of
the increase in bank credit to borrowers other
than the United States Government.
UNITED STATES GOVERNMENT SECURITIES
Holdings of United States Government
securities by the banking system (Federal
Reserve, commercial, and mutual savings
banks) declined substantially in the first four
months of 1950 but increased again in May
and June. The commercial banks and the
Federal Reserve Banks each reduced their
holdings by about one-half billion dollars
while mutual savings bank portfolios were
little changed in total amount. Strong cash
positions of corporations and others, com-
bined with increased yields and resumption
of bond sales by the Federal Reserve System,
formed the basis for a shift in Government
securities to nonbank investors in early 1950.
The decline in commercial bank holdings
of Government securities in the first half
of 1950 followed a very large increase in
these holdings in the second half of 1949,
when member banks entered the Govern-
ment securities market vigorously with funds
released by the reduction in their reserve re-
quirements in July, August, and September,
1949. A substantial part of the bank demand
for short-term Governments was supplied
by the Federal Reserve System. In addition,
banks purchased considerable amounts of
Treasury bonds from the market as increas-
ing prices over the second half of 1949 made
these less attractive to nonbank investors.
EXPANSION IN THE MONEY SUPPLY
After two years of little change at high
levels, the volume of deposits and currency
held by businesses and individuals increased
by about 4% billion dollars during the 12
months ending June 1950 to a new peak
level for the midyear. The expansion was
very substantial compared with that in the
two preceding 12-month periods, as the chart
shows. Most of the increase took place in
the second half of 1949. There was, how-
ever, some further increase in the first six
months of 1950, in contrast to declines for
the corresponding period in 1948 and 1949.
The principal factor influencing the
growth in the privately held money supply
in the 12 months ending in June 1950 was
MONETARY EXPANSION
CHANGES IN DEPOSITS ADJUSTED AND CURRENCY
YEAR ENDING JUNE 30
Based on deposits for all banks in the United States. De-
mand deposits adjusted exclude U, S. Government and inter-
bank deposits and items in process of collection. Time de-
posits include deposits in the Postal Savings System and in
mutual savings banks. Figures are partly estimated.
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the substantial expansion in the volume of
bank credit to borrowers other than the
United States Government, as is shown in
the table. Treasury operations, including
changes in Treasury deposits with the bank-
ing system and new financing, had only a
small contractive effect over the 12-month
period as a whole, but they contributed sig-
nificantly to monetary developments during
the year. A small gold outflow also tended
to contract the privately held money supply.
In the last half of 1949, and especially in
the last quarter, deposits and currency held
by businesses and individuals expanded sub-
stantially and reached a level only nominally
below the peak of December 1947. In this
half year banking system purchases of
medium- and short-term United States Gov-
ernment securities from nonbank investors,
seasonal expansion in loans at commercial
and savings banks, and additions to bank
holdings of State and local government se-
curities tended to increase the privately held
money supply. The effect of these increases
was partly offset by shifts of funds to Treas-
ury accounts at Reserve Banks and commer-
cial banks, largely as a result of sales of
savings notes in the third quarter. Subse-
quently in the fourth quarter Treasury dis-
bursements in excess of receipts reduced these
deposits somewhat, but over the two quarters
the increase in Treasury deposits constituted
a drain of about 1.3 billion dollars. The net
effect of all factors over the six-month period
was an increase of more than 4 billion dollars
in privately held deposits and currency.
During the first half of 1950 the privately
held money supply increased somewhat fur-
ther, with reductions in the first quarter of
the year more than offset by increases in the
second quarter. Principal contractive factors
in the first quarter were the seasonally large
Treasury tax receipts in excess of expendi-
MAJOR FACTORS AFFECTING DEPOSITS AND CURRENCY
JULY 1949—JUNE 1950
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1 Signs before figures indicate effect on deposits and currency.
Changes are net.
2 Less than 50 million dollars.
3 Treasury deposits, decrease (+) or increase (—), and Treasury
sale (+) of new U. S. Government securities to, or retirement (—)
of maturing securities held by the banking system which includes
commercial banks, mutual savings banks, andt Federal Reserve
Banks. Figures include an 800 million dollar increase in Treas-
ury bills in July-September 1949 and a 1.1 billion increase in April-
June 1950.
4 Excludes sales of new bills by the Treasury as indicated in note
above.
5 Includes changes in deposits at commercial banks, mutual
savings banks, and the Postal Savings System.
NOTE.—Changes are based on figures for June 30, Sept. 28, and
Dec. 31, 1949, and Mar. 29 and June 28, 1950. All data for June
28, 1950 are estimated. Figures may not add to totals because of
rounding.
tures and banking system sales of more than
2 billion dollars of Government securities
in response to strong nonbank demand. In
the following quarter Treasury operations
added to the privately held money supply
through a reduction in Treasury deposits
and through new financing. The principal
factor tending to expand the privately held
money supply was the substantial increase
in bank loans which amounted to over 2 bil-
lion dollars in the first half of the year. Banks
also added about 1 billion dollars to their
holdings of State and municipal securities.
As mentioned above, the privately held
money supply as of June 1950 reached a
new peak for the midyear.
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MORE ACTIVE USE OF MONEY
An increase in private holdings of deposits
over the past 12 months has been accompan-
ied by an increase in the rate oi turnover of
deposits, particularly in recent months. As
is shown in the chart, the turnover of de-
mand deposits at reporting banks in the first
half of 1950 is significantly greater than that
of the 1946-49 period, which had already
shown substantial increases over the war
period. This higher rate of money use com-
bined with a larger money supply reflects
a larger volume of expenditures than in any
earlier comparable period. The rate of use
of deposits is still considerably below the
levels of other periods of peacetime pros-
perity, however, and a substantial further
increase in expenditures could be supported
without additional deposit creation.
TURNOVER OF DEMAND DEPOSITS
SEMIANNUALLY
1946 1947 9948 1949 1950
Data are semiannual averages of monthly figures of the
ratio of debits to the level of demand deposits, excluding inter-
bank and U. S. Government deposits, at weekly reporting mem-
ber banks in New York City and in other leading cities.
MODIFICATION OF CREDIT POLICY
Recovery in economic activity after mid-
1949 was aided by ready availability of credit
at very low rates. This monetary and credit
ease reflected a series of actions taken by the
Federal Reserve System during the previous
spring and the summer to combat the busi-
ness downturn and promote a return to
higher levels of production and employment.
These actions followed moderate measures
of restraint adopted in 1947 and 1948.
In November 1949, with economic recovery
well under way, the Federal Reserve under-
took to modify prevailing conditions of ex-
treme monetary and credit ease. Growing
demand for credit resulted in an expansion
in required reserves. System purchases of
Government securities to supply these addi-
tional reserves to banks were made at increas-
ing rates. Subsequently the Federal Reserve
sold securities to absorb any additions to
bank reserves from other sources. Yields on
short-term Government securities began to
increase in the late autumn and moved ir-
regularly higher for several months. By the
end of April 1950 they had advanced about
l/s of 1 per cent to about the same levels pre-
vailing in the spring of 1949.
Early in 1950 the Federal Reserve also
began a program of open market operations
to modify somewhat the extremely easy con-
ditions in the market for long-term credit.
Substantial amounts of funds were being
offered in this credit sector by savings insti-
tutions, including insurance companies, sav-
ings banks, and savings and loan associations,
as well as by pension funds and personal
trusts. Stimulated in part by the ready avail-
ability of such credit, capital outlays—par-
ticularly for residential construction—were
increasing rapidly to levels that were tending
to press on available resources. Furthermore,
under the impact of abundant investment
funds, capital values were increasing sharply
and prices of long-term bonds were under
considerable upward pressure.
In recognition of these developments the
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Federal Reserve System, which had refrained
from selling any appreciable amounts of
long-term Government bonds after mid-1949
when it adopted a vigorous policy of mone-
tary ease, began early in 1950 to make bonds
available to the market from its portfolio.
Over the first half of the year, as shown in
the table, Reserve Bank holdings of restricted
Treasury bonds declined by 1.4 billion dol-
lars. These sales of bonds by the System
tended to absorb some of the money being of-
fered for long-term investment and thus
helped to reduce the amount of such funds to
a level more consistent with the volume of
private investment being financed through
the capital markets.
MAJOR FACTORS AFFECTING MEMBER BANK RESERVES
JULY 1949—JUNE 1950
[In billions of dollars]
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1 Signs before figures indicate effect on bank reserves.
2 Less than 50 million dollars.
Yields on long-term securities of all types
had declined in 1949 and were at extremely
low levels by the end of the year. With the
adoption by the Federal Reserve of a pro-
gram for selling Government bonds this
decline was arrested and in part reversed.
Over the first half of 1950 yields on long-
term Treasury bonds not eligible for pur-
chase by banks rose by somewhat more than
Y$ of 1 per cent. Yields on corporate securi-
ties stabilized for several months early in
the year and increased slightly thereafter,
as shown in the chart. On State and local
government issues, yields remained steady
throughout the first half of 1950 at levels
close to those reached early in the year.
MONEY RATES
Corporate bond yields, Moody's Investors Service; high-
grade municipal bond yields, Standard and Poor's Corpora-
tion. "For Treasury bills, rate is average discount on new issue
offered during week. Latest figures are for week ended July 1.
Federal Reserve open market operations,
and particularly its program of selling long-
term Government bonds, generally tended
to exert a drain on bank reserves;in the first
half of 1950. Additions to bank reserves
in January from the seasonal return of cur-
rency from circulation and a reduction in
Treasury balances at the Reserve Banks were
absorbed by System sales of Treasury bills
and bonds. Subsequent Federal Reserve sales
of long-term bonds to nonbank investors
tended further to drain reserves from banks.
In order to meet this drain and to maintain
their reserve positions, banks were under
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pressure to sell short-term Government
securities. Some of these were bought by
corporations and other nonbank investors,
thus reducing bank deposits and required
reserves, and some were bought by the Fed-
eral Reserve, thereby supplying reserves. As
was indicated earlier, commercial bank hold-
ings of Government securities declined by
about 600 million dollars over the first half
of the year.
CURRENT SITUATION
The current demand for credit from both
public and private sectors of the economy is
strong. The extraordinary number of hous-
ing starts in the first half of this year com-
bined with the indicated active demand for
new housing will, in the normal course of
events, give rise to further large demand for
mortgage credit. As the units are occupied,
there will be substantial requirements for fur-
niture and other consumer durable goods
much of which is usually purchased on an
instalment basis. Automobile producers are
continuing high levels of production, and
the marketing of passenger cars will be an
important factor in further demand for con-
sumer instalment credit. Inventory accumu-
lation by businesses and credit extended to
customers, which ordinarily require addi-
tional bank credit in the latter part of the
year, have been resumed on an appreciable
scale.
The foregoing factors, combined with the
anticipated cash deficit of the Federal Gov-
ernment and the construction programs of
State and local governments, indicate a
strong demand for bank credit for the near-
term future. While it is too early to assess
the full effect on the American economy of
recent developments in the international
field, credit and monetary forces generated
by these developments appear likely to sup-
plement rather than counteract current
trends.
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